3. In connection with its pending application to provide basic local
exchange service to Ameritech’s Kalamazoo, Galesburg, Scotts and Battle Creek
Exchanges, Climax has entered, or soon will enter, into negotiations with Ameritech
Michigan for interconnection arrangements pursuant to the MTA and the Federal
Telecommunications Act of 1996.

4. As part of the August 28, 1996 Order issued in Case No. U-11104, this
Commission has requested information regarding interconnect agreements in evaluating
whether Ameritech Michigan has met the requirements of the competitive checklist in § 271
of the Federal Telecommunications Act of 1996. Therefore, in light of Climax's current -
negotiations with Ameritech for interconnection arrangements and as future competitor,
Climax has an interest in this proceeding and should receive copies of ali filings made in
Case No. U-11104. Moreover, Climax, as an interested party, should be permitted to file
replies or comments to any filing made in Case No. U-11104 and file other relevant
information as determined to be necessary.

5. Copies of filings should be sent to Climax's attorney: Harvey J.

Messing; Loomis, Ewert, Parsley, Davis & Gotting, P.C.; 232 S. Capitol Avenue, Suite
1000; Lansing, Michigan 48933.

WHEREFORE, Ciimax Telephone respectfully requests that the Commission
recognize it as an interested party to Case No. U-11104 and direct other parties to serve

copies of all filings made in this proceeding and permit Climax to make relevant filings.



Respectfully submitted,

CLIMAX TELEPHONE COMPANY
September _18, 1996 By: :/yv‘ as G b

One of its Attorneys

Harvey J. Messing (23309)
Sherri A. Wellman (38989)
LOOMIS, EWERT, PARSLEY,
DAVIS & GOTTING, P.C.

232 S. Capitol Ave., Suite 1000
Lansing, Ml 48933

Attorneys for CLIMAX TELEPHONE
COMPANY
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Chief Reguiatory Counsel September 18, 1996 227 West Monroe Street

Central Region Chicago, Hinois 60606
312 230-2636

VIA HAND DELIVERY

Ms. Dorothy Wideman

Executive Secretary

Michigan Public Service Commission
P.O. Box 30221

Lansing, M1 48909

Re: Cause No. U-11104 >
In the Matter, on the Commission's own motlon, to consider
Ameritech Michigan's compliance with the competitive checklist
in Section 271 of the Telecommunications Act of 1996

Dear Ms. Wideman:

AT&T requests that this letter and the attached documents, all of which are
public records from the Wisconsin Public Service Commission, be included in the
record of the above-entitled proceeding concerning compliance by Ameritech with
Section 271 of the Telecommunications Act of 1996 (TA 96). To the extent
necessary, AT&T requests administrative notice of these documents.

These documents demonstrate that careful inquiry is appropriate concerning
the nature of the relationship between Ameritech and any competitive local exchange
company which Ameritech puts forward as providing competition within the
meaning of the "actual competition” test under Section 271. The attached documents
imply that Ameritech may well submit agreements with companies with which it has
a financial interest without disclosing the interest, may make unspoken reservations
based on technical points concerning corporate legal structures within an enterprise,
and may dispute the existence of equity ownership rights merely because they are
contingent upon future, albeit certain, events. Other terms may also be included in
the agreements which are inconsistent with a competitive marketplace, although they
are completely understandable in an agreement between future affiliates.

The background of the situation in Wisconsin is as follows. By Orders
entered on July 25, 1995 and November 22, 1995, the Wisconsin Commission, based
on complaints by AT&T and others, mandated that Ameritech implement intral, ATA
1+ interconnection services according to a specific schedule. Following Amentech'
unsuccessful attempt to stay the decision in Circuit Court, the Wisconsin
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Commission agreed to reopen the proceeding to reconsider the implementation
schedule in view of the passage of the Telecommunications Act of 1996. On June 6,
1996, the Commission agreed to defer the implementation of intraLATA 1+
presubscription if, by August 1, 1996 Ameritech, inter alia, concluded and filed with
the Commission interconnection agreements with two competitors, a facilities-based
competitor and a reseller, regarding the terms and conditions under which the
competitors may interconnect for local service pursuant to Section 252(a)(1) of TA
96. The Commission specified that only contracts with certain substantial
competitors would qualify, including complainants in the original proceeding or
companies that had previously ﬁled bona fide requests to Ameritech to interconnect
under TA 96 before April 1, 1996.! However, the Commission left open the
opportunity for Ameritech to show that additional interconnectors could be
designated as substantial competitors for the purpose of postponing the intral. ATA
1+ competition.

The Wisconsin Commission explained that it was providing a potential for
deferral in the 1+ interconnection schedule in an effort to accelerate competition for
local services in Wisconsin. The Commission cited the provisions of TA 96
allowing Ameritech to provide in-region interL ATA toll services (Sections 271(b)(1)
and (d)(3)), and also indicated that it was providing an incentive to encourage
Ameritech to provide local services on a competitive basis. It stated:

[T]The Commission emphasizes that it is authorizing a delay in the
implementation schedule in this docket for up to six months in order to obtain
a significant step toward local service competition in this state. Because a
similar agreement is also a necessary part of Ameritech's application as an in-
region interLATA carrier, the agreements required under this incentive will
also improve the competitiveness of the interLATA long distance market in
Wisconsin as well. Order of June 6, 1996, at 12-13.

On July 30, 1996, just prior to the August 1 deadline, Ameritech filed two
agreements dated July 26, 1996, between Wisconsin Bell, Inc. (d/b/a Ameritech
Wisconsin) and GE Capital Communications Services Corporation (GECCSC).
Both agreements were for resale services, one of which was for residence and the
other for business services. Although GECCSC was an authorized long distance
reseller within Wisconsin since 1993, it was only on July 22, 1996 that GECCSC
notified the Commission of its intent to expand its service offering in Wisconsin to
include "all forms of resold local exchange telecommunications services." GECCSC

' The qualifying competitors for this purpose included the parties seeking intraLATA presubscription,
AT&T, MCI, Sprint, Schneider Communications, Inc., and Norlight, as well as pre-April, 1996 authorized
providers, TCG and MFS.
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indicated that prior to that date it was operating in Wisconsin only as a reseller of
MTS, Software Defined Network (SDN)-type services and WATS. GECCSC
asserted that granting it the authorization to resell local service will further the
Commission's policies of competitive entry and the goals of TA 96, and contribute to
the development of local competition.

On July 31, the day after the filing of these interconnection agreements and
nine days after GECCSC sought to expand its authority to provide local service,
Ameritech filed its request with the Wisconsin Commission to postpone intraLATA
1+ presubscription, claiming that it satisfied all the requirements in the June Order
for postponement. With regard to the requirement to have interconnection
agreements with facilities-based providers, Ameritech represented that it had filed

-agreements with two facilities-based competitors, MFS of Wisconsin and Time
Warner. With regard to resale, the only carrier mentioned was GECCSC, based on
the agreements which two days previously had been filed with the Commission.
Although GECCSC was neither a complainant nor a company that had sought
interconnection from Ameritech prior to April, 1996, Ameritech represented that
GECCSC should nonetheless be considered qualifying as a provider because it
would, among other things, further the Commission's policies of "introducing timely,
broad-based and effective competition to all telecommunications markets in
Wisconsin as soon as possible." And, Ameritech represented, GECCSC "will have a
sufficient presence in a local telecommunications market in Wisconsin to serve as an
appropriate model for future agreements...it has brandname recognition and the
financial resources superior to that of many of the nearly 300 similarly certified
Wisconsin resellers. By its contracts it has demonstrated its intention to serve not
only the business but the residential Wisconsin market as well."

In response to the July 31, 1996 filing, the Wisconsin Commission Staff sent
a request for information to Ameritech, dated August 6, 1996, which is attached as
Exhibit A. Staff posed four separate questions in two areas.

First, Commission records showed that some five months earlier, GECCSC
had sold a portion of its Wisconsin customer base to another company, MIDCOM
Communications, Inc. The Staff asked whether Ameritech was aware that GECCSC,
far from expanding its presence as a competitive company in Wisconsin, as
Ameritech represented, was in fact reducing its presence. Staff further inquired
whether, given the reduction of GECCSC's customer base, Ameritech has some basis
to claim that the interconnection agreement will further the Commission's goal of
introducing timely, broad-based and effective competition to all telecommunications
markets. Finally, on this point, Staff asked for documentation from Ameritech
indicating support for its assertion that GECCSC now included both business and
residence customers and both urban and rural customers.
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Second, Staff inquired concerning a possible financial interest Ameritech had
in GECCSC. Staff quoted Ameritech's annual reports for the last two years that
indicated that:

Ameritech holds a $472 million debt stake in GE Information Services, which
will convert to a 30% equity stake as soon as certain restrictions on long
distance service are removed.

Based on this current financial interest and inevitable equity interest, Staff inquired
on what basis Ameritech claimed it had an interconnection agreement with a local
service resale competitor.?

Ameritech responded by brief letter on August 15. (Attached as Exhibit B)
With regard to the representation Ameritech made concerning GECCSC's presence
and the expansion of competition, Ameritech indicated that it had relied upon a one-
page letter from counsel for GECCSC indicating its intention "to expand its service
offering in the state of Wisconsin to include all forms of resold local exchange
telecommunications services." This was the same letter filed with the Commission
on July 22, 1996 seeking expansion of GECCSC's operating authority.

With regard to the financial interest question, Ameritech indicated that it had
"no financial interest in GE Capital Communications Services Corporation."
Ameritech admitted that it had "lent money" to another GE subsidiary, GE
Information Services (GEIS). With regard to the equity interest, Ameritech stated
that Ameritech presently has no equity interest in GEIS or any other GE subsidiary.
Continuing the attempted distinction between affiliates, Ameritech indicated that
"GEIS does not provide local exchange services." GECCSC could, therefore, be a
competitor of Ameritech Wisconsin in the provision of local exchange service.

Two aspects of this explanation warrant more scrutiny. First, GE is now a
debtor to Ameritech, paying interest on a half billion dollar loan. This obligation
ceases when Ameritech becomes a long distance provider, an event that may depend
in part on interconnection agreements such as the one submitted to the Wisconsin
Commission. Thus, GEIS as debtor and Ameritech both have an interest in
Ameritech satisfying the long distance entry requirements.

Second, the relationship may not be "arms length." Regardless of whether
Ameritech and GECCSC are now "affiliated" within the meaning of either Wisconsin
law or TA 96, there is an undeniable relationship. The contingency prior to the

? Attached to Ameritech's Commission letter is the letter from MIDCOM to the Commission dated .
February 6, 1996. Also attached are pages from Ameritech's 1994 and 1995 Annual Reports.
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equity interest--interLATA entry--is sure to occur within the 10 year term of the
contract. Thus, the interconnection agreement submitted will be one in which
Ameritech is the party on one side and an affiliate of the party on the other side—
indirectly, but in a real sense, Ameritech will have contracted with itself and
submitted that contract as proof of competition.

Obviously, this situation would give another appearance if Ameritech's equity
interest had nothing to do with telecommunications or TA 96. Because of the close
connection, however, and the real effect that such agreements may have on bringing
about the contingency, these matters are significant.

In addition, there are at least two other unusual items in these agreements that
raise questions about whether they are "arms length." In return for the local service
interconnection terms, GECCSC apparently agrees not to compete with Ameritech
for the provision of intraLATA toll services:

IntralLATA toll service. Reseller hereby guarantees Ameritech 100% of its
intralLATA toll service usage during the term of this Agreement. Intral ATA
toll shall include directly dialed intraLATA message toll service. Agreement,
page 11 (residential service); Agreement, page 11 (business service).

Similarly, both agreements contain a provision whereby GECCSC is obligated to
give Ameritech the right to provide interLATA services to GECCSC under rates,
terms, and conditions that are equal to or superior to those of other interLATA

providers in the relevant service areas. Agreement, page 19 (residential service);

Agreement, page 19 (business service).

The intraL ATA provision is especially troublesome in view of GECCSC's
current business. GECCSC is currently exclusively an interexchange service
provider reselling WATS, MTS, and SDN-type services in Wisconsin. Under the
Wisconsin Commission's Order, it will soon be able to provide those services on an
intraLATA presubscribed basis even if its resale interconnection agreement with
Ameritech delays that market opportunity for a few months.

On August 27, 1996, the Wisconsin Commission voted 3-0 to deny
Ameritech's request for further postponement of intraLATA 1+ presubscription. In
denying the request, the Wisconsin Commission focused on the GECCSC's
agreements and found them not in the public interest. The Commission specifically
noted that intralLATA and interL ATA toll service provisions in the agreements were
impermissible tying arrangements; that Ameritech's substantial investment in GEIS
raised affiliated interest concerns and concerns about whether the agreements were
bargained at arms length; and that the scope of agreements, only involving 7,500
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lines, did not create a sufficient presence in Wisconsin by GECCSC to service as a
model agreement.

On August 27, 1996, Ameritech filed a motion with the Wisconsin
Commission asking the Commission to reconsider its decision. Ameritech
represented that it had removed the intraLATA toll service provision from both
agreements. On August 29, 1996 Ameritech represented that it had removed the
interLATA provisions.

On August 29, 1996, the Wisconsin Commission denied Ameritech's Petition
for Reconsideration. The Commission noted "[w]hile the [Ameritech] filing purports
to eliminate those sections of the Interconnection Agreement to which the
Commission has objected, there is no evidence that the other party to contract, GE
Capital Communication Services has agreed to the revision of the contract. There is,
therefore, no new contract or revision to a prior contract before the Commission at
this time." (Wisconsin Commission's Letter Order dated August 29, 1996 - Docket
No. 6720-TI-111 (copy attached as Exhibit C), p. 2). In addition, the Commission
found that the "anti-competitive aspects of the Interconnection Agreement that
prompted the Commission's disapproval on August 27 still exist. The Commission is
concerned that the tying arrangement may be in violation of state and federal anti-
trust laws." (Id.) Finally, the Commission held "the fact that Ameritech has
unilaterally amended substantive terms of this agreement only strengthens this
Commission's impression that this is not an arm's length transaction with a
competing provider of local telecommunication services in Wisconsin." (Id. at p. 2,
3)

This situation is informative for the oversight of Ameritech agreements in
view of the requirement, under TA 96, that Ameritech certify that it has entered into
an agreement with providers of facilities-based local services for both residence and
business customers. It is apparent from Ameritech's actions in this Wisconsin case
that Ameritech may fail to disclose affirmatively what others may find to be relevant
financial relationships between parties to interconnection agreements, whether or not
they meet the definition of "affiliates,” and that when questioned Ameritech will
respond to affiliation issues citing technical and intricate corporate legal structures.
If this Wisconsin experience is representative, the Commissions must inquire
specifically, and it must ask the right questions.

Ameritech has already entered into agreements with potential competitors,
some of which are characterized by extraordinarily long terms, such as ten-year
resale agreements. AT&T does not dispute that Ameritech can enter into an
interconnection agreement with any entity, whether or not it is affiliated with
Ameritech and whether or not Ameritech has a financial interest. However, to the
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extent that (1) the interconnection agreement would be relied upon by Ameritech to
satisfy the particular interconnection agreement requirement in Section 271 of TA
96, or (2) the agreement would be given even slight precendential weight in judging
the reasonableness of agreements or the outcomes of arbitrations with other
competitors, then the Commission should inquire closely into these matters. The
inquiry should extend to the financial or managerial relationship, if any, between
Ameritech and the other company, the existence, if any, of side arrangements such as
financing or future equity options or rights, and the terms, if any, in which the other
entity agrees not to compete with Ameritech in return for the particular terms that the
competitor has received.

AT&T does not have information that such other relationships exist, because
it has thus far relied on Ameritech's disclosures in filings made with the state
commissions. However, documents filed with the Wisconsin Commission, both
those originally filed that did not include disclosures and the response offered by
Ameritech even after it was confronted with public records and paragraphs from its
own annual report, do not generate confidence that Ameritech's voluntary disclosures
will contain all relevant information on these subjects.

Respectfully submitted,

William A. Davis, 11
Counsel for AT&T

WAD/clb
Attachments

cc: All parties on attached Service List (w/enclosures)
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Public Service Commission of Wisconsin

Cheryl L. Parrino, Chairman Jacqueline K. Reynolds, Executive Assistant
Scott A. Neitzel, Commissioner Lynda L. Dorr. Secretary to the Commission
Daniel J. Eastman. Commissioner Steven M. Schur, Chief Counsel

August 6. 1996

Michae! Paulson

Ameritech Wisconsin

722 North Broadway
Milwaukee, WI 53202-4396

Re: In the Matter of a Complaint and Petition for an
Order Requiring IntraLATA Equal Access in the 6720-TI-111
Exchanges of Ameritech Wisconsin

Docket 6720-TI-111 - DATA REQUEST 1

Dear Mr. Paulson:

To assist our review of Ameritech’s July 31, 1996, request for waiver, we request that you
respond to the questions below. For purposes of your response, any reference herein to
Ameritech should be deemed to include any affiliate of Ameritech having a current affiliated
contract or arrangement with Ameritech Wisconsin, as those terms are referenced in s.
196.52. Stats.

1. In Ameritech Wisconsin's request for waiver, Ameritech asserts that
"GECCS will have a sufficient presence in the local teiecomamunications
market in Wisconsin to serve as an appropriate model for future
agreements that other telecommunications providers may reach with
Ameritech.” However, on February 6, 1996, MIDCOM
Communications Inc., informed the Commission that it was acquiring a
portion of GECCS's Wisconsin customer base. A copy of that letter is
enclosed. Was Ameritech aware that GECCS had previously decided
to reduce its presence in Wisconsin when it prepared its waiver
request?

610 North Whitney Way, P.O. Box 7854, Madison, W1 §3707.7854
General Information: (608) 266-5481: (608) 267-1479 (TTY)
Fax: (608) 266-3957
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2. Given the fact that GECCS has sold, or is selling, a portion of its
customer base in Wisconsin, on what basis does Ameritech assert that
GECCS has or will have presence in the local telecommunications
market? What information does Ameritech have to indicate whether the
current customers served by GE Capital Communication Services
Corporation (as well as customers served by GE Exchange, GE Capital
Exchange or GE Capiual-ResCom) include both business and residential
customers and both urban and rural customers?

3. Again, given the fact that GECCS has sold, or is selling, a portion of
its customer base in Wisconsin, does Ameritech have any other
information upon which to base its claim that the interconnection
agreement with GECCS will further the Commission’s goal of
introducing timely, broad-based, and effective competition to all
telecommunications markets.

4, In Ameritech’s 1994 Annual Report, at page 26, the company reports:

Io May 1994, $472.5 million was invested in the form of
a loan to a General Electric Company (GE) subsidiary
that provides sophisticated electronic commerce . . .

The loan converts to 2 30% equity position if certain
regulatory relief is granted to the company.

In Ameritech’s 1995 Annual Report, at page 15, the company again
reports:

GE Information Services (GEIS) is a leader in the
worldwide electronic data interchange market . . .
Ameritech holds a $472 million debt stake in GEIS,
which will convert to a 30% equity stake as soon as

. certain restrictions on long distance services are
removed.

Does Ameritech have any financial interest in GE Capital
Communication Services Corporation? Does GE Information Services
have any financial interest in GE Capital Communication Services
Corporation? Given the substantial equity interest Ameritech holds in
at least one GE subsidiary, on what basis does Ameritech claim that it
has entered into an interconnection agreement with a competitor?
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urban or rural customers, all classes of customers will receive the benefits of this
competitive entry, whether directly by GECCS or by other resellers willing to
enter into similar agreements.

4. Ameritech has no financial interest in GE Capital Communications
Services Corporation. Ameritech has lent money to GE information Services
("GEIS"), as indicated in Ameritech’s annual reports; Ameritech prasently has no
equity interest in GEIS or any other GE subsidiary. Ameritech exercises no
control or influence over the operations of GEIS or GECCS. GECCS and GEIS
are independent, wholly owned subsidiaries of GE. (See attached pages from
the GE annual report.) GEIS does not provide local exchange services.

GECCS is, therefore, a competitor of Ameritech Wisconsin in the provision of
local exchange services.

if additional information is required, please do not hesitate to contact me.
Very truly yours,
;i ol (oo
cc: “*s.

Sérvica List

: 1-91-9M%
£Q°'d 1e2ZzZssecee9 i3y £1:81 966
1022652809
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Mr. Scot Cullen lg g %‘é
Administrator A = 13
Telecommunications Division - 3:
Public Service Commission of Wisconsin ‘a T 2
P. O. Box 7854 (:.'l = -z';
Madison, Wi 53707-7884 ) ;
=

Re: Docket 6720-T1-111
(Data Request 1)

Dear Mr. Cullen:

Ameritech Wisconsin respectfully submits the following responses to the '
data request dated August 6, 1996, in this docket.

1,2,and 3. In preparing its waiver request in this proceeding and
making representations with respect to GE Capital Communications Services
(*GECCS") operations in Wisconsin, Ameritech Wisconsin relied upon the
agreement between Ameritech Wisconsin and GECCS as wel! as the July 22,
1996, letter from Swidler & Berlin, Counsel to GECCS, to the Commission
indicating that GECCS “intends to expand its service offerings in the State of
Wisconsin to include all forms of resoid local exchange telecommunications
services.” (Emphasis added.) GECCS specifically represented that *expansion
of GECCS's service offerings to inciude exchange resale services will further the
Commission’s policies in favor of competitive entry. . . . Expansion of GECCS's
service offerings will also contribute to the development of local competition in
the State of Wisconsin. * A copy of the letter is attached for your conveniencs.

In addition, Ameritech Wisconsin will fulfill its obligations under the law to
make the same terms and conditions for interconnection and resale svailable to
any other telecommunications carrier. The agreement, therefore, proves the

willingness of Ameritech Wisconsin to support competitive entry via resale of its
services in its exchanges throughout Wisconsin. Because this agreement is not

limitad to services provided either to rasidential or business customers, or to

@
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Wisconsin Public Service Comrussion

- Amn: Telecommunicatons

P.O. Box 7854 RECEWEH
Madison. WT §3707-7854 FE
<812 1994
RE. Partial Customer Base Acquisition LT =T eore
_ Oivigigy NS

Dear Ladies/Geatlemen:

By ths lerter, MIDCOM Communicatons Inc. (“MIDCOM™) and GE Capital Communication

Services Corporadon, d/b/a GE Exchange and d/b/a GE Capital Exchange (“GE") hereby jointly
inform the Wisconsin Public Service Commission (*Comumission™) that MIDCOM is in the process of

acquiring a porton of GE's Wisconsin customer base.

Both MIDCOM and GE are cerdfied by the Commission as alternative telecommunications utilities
with authority to resell telecommunications services. The Commission granted cerdfication to
MIDCOM in Docket No. 7645-T1-100 on December 16, 1991, and to GE in Docket No. 7832-TI-100
on September 17, 1993. No transfer of certificates, permits or operative rights is therefore required.

GE customers will continue to receive the same or improved services at their current rates and with the
same billing arrangements. GE will continued to exist and operate under its own name and does not
warr its cerdficaton or tanff canceled A verification from an officer of GE attesting that the
statements made in chis letter are ue is aached.

Please acknowledge receipt of this notfication by file-stamping and returning the extra copy of the -
letter in the self-addressed, stamped envelope, provided for this purpose. Questons regarding this

marter may be directed to me at (206) 628-7369.
< ol - it )

Sincerely,
MIDCOM Comemunicadgons Inc.
\
L )
/ MXJJ /7’ i
Bradlev D. Toney /st

Assistant Counsel ’65-, / Y

Enciosure
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Please address your reply to this data request, an original and four copies, to Scot Culien,
Administrator, Telecommunications Division, P.O. Box 7854, Madison, Wisconsin
53707-7854. Comments are due in Madison by August 15, 1996. Correspondence should
reference docket 6720-TI-111.

If you have any further questions regarding this matter, please give Dennis Klaila a call at
(608) 267-9780.

Sincerely,

Ll

“Glenn Kelley .~ /
Chief Counsel’ -
Telecommunications Division

GK:DJK:reb:h:\ss\letter\111_dat.req
cc: Service List

Lynda Dorr, PSC
RM/Mail
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Encicsed are an original and three copies of this lewer. Also enclosed is aa extry copy of this
lezer: plense dxte-stamp tiis copy and renam it 10 the endersigned in ths enclosed self-addreased, stamped
eavelope Please do oot besitate to call the undersigned if you have any quastions or aced aoy further
information.

Sincerely, . .
Fotone A-Rolpi—
Margaret M. Chsriss

Katherine A, Rolph

Counsel o .

d/b/a GE Capizai Exchange and d/tvs GE EXCHANGE®

Eoclosures

ec: Robext E. Sumson
Meredith Hayes Gifford

1omw o
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LONG pisTance Long distance is a cornerstone of
our plans ior a tull-service communications offering.
The new (ederal comn;unicatiuns law apens up an 33.3
hiilion revinonal jong distance market 1o us. We are
quickly moving 10 meet all requirements ol the new law,
and continuing to foster a competitive local telephone
market, in order to gain regulators’ approval of our long
distance entry. We're
optimistic that we'l
meet all these require-

ments and gain entry

in 1997. As a first step.

we have already begun
1o offer Ameritech long distance service to our 1.9 million
cellular customers. Long distance is a natural extension
of our core business: we handle the local completion
of 6 billion long distance calls each year. Qur new long
distance business unit is ready !0 compete as soon as

we receive approval.

oEskToP manacin services Companies refocusing’

on their core business often outsource the telecommuni-

catons function to us. In 1995 we formed a partnership

ADDITIONAL SOURCES OF

with [BM to pursue this
husiness. Our venture is the
{irst to affer an integrated
package of voice, data and
video desktop managed
services. We provide a

single point of contact for

managing all desktop-
based communications and computing —PCs. phores,

PBXGs. local area networks. faxes and more.

tLectronic commenct GE [nformation Services
{GEIS) is a leader in the worldwide electronic data
interchange market, which expanded 23% in 1995.
Ameritech holds a 3472 million debt stake in GEIS,
which will convert to a 30% equity stake as soon as certain
restrictions on long distance services are removed.
GE Information Services electronically links businesses
with suppliers, disaibutors. manufacturers and customers
to streamline transactions and improve information
flows. More than 40,000 businesses worldwide use GEIS
services to improve productivity. lower costs and

shorten cycie times.

GROWTH

ON-LINE HEALTH CARE
Serre 2.000 decors, hospitals
snd insurers in signt major
Teronoingn grecs use Qur
~eqith ¢sre networks and
chmeal datcboses 10 speed
informanan, cut saperwork
ana lower agmiristrohve

<3%'s 3y 20%.

ON-LINE TRAVEL

Customars make reservanons,

buy tickets, occess
entertginment information
and sven buy travel guides
en-line through Travelocity,
a new internet service from
Worldview Sysiems, in which

we Own g munonty stake.

CIVICLINK

We moke government
records ovailable on:line,
saving nps 1o the courthouse
and hme sgent poring
through paper files. New
customers include Los Angeles
County and Prince George's

County, Moryland.

ELECTRONIC SALES

Qur new Elecironic Scles
Enviconment mokes
compganies’ morkenng ond
product informanen sesessidle
by phone, fax or PC. It

helps customers build soies
wy linking staff, soles chcrrels.

customers ong oThers.



Management’s Discussion and Analysis of Financial Condition and Results of Operations

‘dollary 1w millions. rxcept per shnre gmounts)

Overview

The fullowing discussion reflects the historical view of the
company With a view toward the future.

{n 1704, several key initiatives were successfully implement-
ed which better positioned the company for competition. These
included: adoprion of accounting for competitive enterprises
after receiving price redulation in our five states, the benefits
of work force restructuring, and approval-in December to con-
struct a video dial tone network. The company determined
that. due to its changed regulatory environment and emerging
competition, it should discontinue use of accounting rules for
regulated companies and adopt accounting rules applicable o
cumpetitive enrerprises. As a result, an extraordinary after-tax
noncash charge of $2.2 billion (34.07 per share) was recorded.
as net fived dasets were deemed to be underdepreciated due
primanly to unrealistic depreciation lives assigned by regula-
tors (see page 30). Going forward, the company's financial
statements reflect more realistic estimates of depreciabie
lives and conventional accounting rules.

Access Line Growth

o - o— - — -
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1994 was also the first full vear of operating under an
organizational strategy that assigns each customer to a busi-
ness unit. Previously, the company structured its business
arountd geographically based subsidiaries (Illinois Bell, Ohio
Bell, etc.} through which it continues to raise capital. The
company believes it operates in only one industry segment,
telecominunications. However, by assigning customers to spe-
cific business units. customer service and cost effectiveness
are enhanced. Specifically, business unit reengineering enabied
a reduction in the company’s core landline telephone business
work force of about |1.300 employees. Although chis required
an after-tax restructuring charge of $435.8 million in 1994, it
positioned the company for lower future operating costs. as
discussed more fully on page 29.

1994 earnings, when normalized for the aforementioned
extraordinary item and restructuring charges. coupled with a
write-down of certain assets (discussed on page 29) by 561.3
million after-tax, were 31,687.6 million or $3.07 per share. This
compares to normalized 1993 earnings of $1,488.4 million or

§2.74 per share. This is 4n incredse in earnings of §199.2
million. or 13.4%, and an increase in earnings per share of
$.33 per share or 12.0%. Normalized items in 1993 relate to

a gain from the sale of New Zealund Telecom shares and the
company's share of a restructuring charge at that cumpany.
Reported earnings were a ioss of $1,063.6 million. or $1.94
per share in 1994, and net income of 31,512.3 million in 1993
or $2.78 per share. Cash provided by operations increased

t0 $2.429.8 million in 1984 from 3J.188.6 millivn .n 1993,

an increase of $241.2 million. or 7.6,

The strong Midwest economy pruvided a caralvst for the
company's success in 199+ Cure business operations contin-
ued to show strong results with Lindline telephone business
revenues increasing 4.3% to $0.6 billion. A major portion of
that growth reflects marketing success for custom calling
features such as caller [D and call waiting. Access line growth
was 1.9% in 1994, resulting in part from second line additions
as residences instalied fax machines, modems and other uses.
Cellular customers increased by 51.0% from a year ago.
Advertising and promotion costs incurred throughout the busi-
ness in 1994 were $242.5 million and 3204.4 million in 1993
and assisted revenue growch.

International investments represent 3.4% of the company’s
assets at December 31, 1994. Such investments are accounted
for by using the equity method of accounting, as required by
generally accepted accounting principles and. accordingly.
do not contribute to recorded revenues of the company.

Tlie ~umpany’s allocable share of the aperating results of its
international investmu.ats is inciuded in other incume in the
company's consolidaled starement of income. 1 ne company
estimates its pro rata share of revenues in 1944 from these
international investmenis at abuut U3$350 million. The com-
pany believes these investments will continue to enhance net
income. Management has adopted a general strategy of forming
strategic alliances with partners in its foreign investments to
mitigate risk and share expertise. '

In May 1884, $472.5 million was invested in the form of
a loan to a General Electric Company (GE) subsidiary that
provides sophisticated eiectronic commerce. which is a high-
growth market. The loan converts to a 30% equity position if
certain reguiatory relief is granted to the company. Currently,
the investment yields the company a return in the form of
interest income. However, upon conversion, the company will
record 30% of the income of that GE subsidiary, which will
be reduced by amortization of intangibles resulting from
assuming an equity position in that company. Accordingly,
after conversion Ameritech earnings may initially not be
enhanced: however. long-term expecjations are for significant
growth in electronic commeree
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Michael Paulson

Ameritech Wisconsin

722 N. Broadway

Milwaukee, WT 53202

Re: In the Maner of a Complaint and Petition
for an Order Requiring IntraL ATA Equal 6720-TI-111
Access in the Exchanges of Ameritech
Wisconsin

Dear M:. Paulson:

At its open meeting of August 29, 1996, the Commission considered the request of
Wisconsin Bell, Inc. (d/b/a Ameritech Wisconsin), for Commission reconsideration of its
oral decision in this docket to require implemeantation of intraLATA presubscription as of
September 1, 1996, and for a thirty-day stay of that order pending further consideration.

Background

Previously, at its open meeting of August 27, 1996, the Commission decided, in docket
6720-T1-122/7832-TI-101, that the interconnection agreement between Wisconsin Bell, Inc.
(d/b/a Ameritech Wisconsin), and GE Capital Communications Services Corporation
(GECCS) was not consistent with the public interest, convenience, and necessity. The
Commission found that the interconnection agreement contained a provision tying the
competitive resale of Ameritech local telecommunications services to the exclusive provision
of Ameritech inral ATA and interLATA toll service. The Commission determined that this
tie-in is anti-competitive in that it denies GECCS customers a choice of long distance carrier
contrary to the intent of the federal Telecommunications Act of 1996 and the orders of this
Commission in docket 6720-T1-111.

On August 27, 1996, the Commission also considered the related request for waiver
submitted in this docket, 6720-TI-111. The Commission found that GECCS has such an
insignificant presence in the telecommunications market in Wisconsin that it is not reasonable
to believe this agreement can serve as an appropriate model for future agreements that other
telecommunications providers may reach with Ameritech, nor is it likely that approval of this
waiver will further the Commission's goal of introducing competitive telecommunications
services to all areas of the state while maintaining universal service objectives,

610 North Whitney Way, P.O. Box 7854, Madison, W1 53707-7854
General Information: (608) 266-5481; (608) 267-1479 (TTY)
s Fax: (608) 266-3957
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The Commission further found that Ameritech has a substantial financial interest in another
division of General Electric, GE Information Services. The Commission determined that,
while this interest in itself may not be a sutficient basis to disapprove this waiver request. the
presence of this interest is an additional indication that Ameritech has not eatered into an

interconnection agresment with a viable local service competitor in the manner intended by
the June 6. 1996, order in this docket.

The Commission therefore denied the request of Ameritech for a waiver designating GE
Capital Communications Services Corporation as an eligible carrier for purposes of the order
of June 6, 1996, and directed Ameritech to implement intral ATA equal access in its local
exchanges according to the previous order of July 12, 1996, in this docket.

On August 27, 1996, after the Commission's open meeting decision, Ameritech filed a
request for "Commission reconsideration of its oral decision in this docket to require
impiemenution of inral ATA presubscription as of September 1, 1996," and also asked for
"a thirty day stay of that order pending [further] consideration.” On August 28, 1996, the
Commission sent a lexer to the service list requesting comments on the Ameritech petition.

Comments were received from six parties: AT&T, Ameritech, MCI, Sprint, the Commission
siaff, and the Wisconsin Deparmment of Justice.

On August 29, 1996, in conjunction with its petition for reconsideration in this docket,
Ameritech filed a letter with the Commission, in docket §720-T1-122/7832-TI-101, waiving
the provisions related to GECCS's agreement to purchase Ameritech intralL ATA coll services
and the right of first refusal regarding Ameritech’s intetLATA toll service. The leter

requests that the Commission approve that portion of the interconnection agreements
excluding the sections now waived.

Findings

The Commission found that the Ameritech filing of August 29, 1996, was not a sufficient
basis upon which to reconsider the August 27 decision in this docket. While the August 29
filing purports to eliminate those sections of the interconnection agreement to which the
Commission had objécted, there is no evidence that the other party to the contract, GE
Capital Communications Services. has agreed to this revision of the contract. There is
therefore no new contract or revision to a prior contract before the Commission at this time.

Further, the Commission found that the anticompetitive aspects of the interconnection
agreement that prompted the Commission's disapproval on August 27 still exist. The

Commission is concerned that the tying arrangement may be in violation of state and federal
anti-trust laws.
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Finallv, the fact that Ameritech has unilaterally amended substantive terms of this agreemen
only strengthens this Commission’s impression that this is not an arm's-length transac:ion
with a competing provider of local telecommunications services in Wisconsin.

The Commission therefore determined that the terms and other circumstances of the
interconnection agreement between Ameritech and GECCS were unchanged from August 27,

1996, and denied the petition for reconsideration. The Commission also denied Ameritech’s
request for a stay of the August 27 order in this docket.

The Comumission is providing a copy of this letter order to GE Capital Communications
Services and the Federal Communications Commission, Common Carrier Bureau, for their

information. If you have any further questions regarding this marter, please contact
Dennis Klaila at (608) 267-9780.
By the Commission.

T
Signed this £ day of et /9F

) 2 lese
Lynda L. Dorr
Secretary to the Commission

LLD:DJK:lep:h:\ss\lorder\111_829.ltr

cc:  Records Management, PSCW
Service List
Laurence D. Atas, Federal Communications Commission
Stephen L. Schilling, GE Capital Communications Services

See amached Notice of Appeal Rights.



